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KEY ECONOMIC INDICATORS 


All values in million US $ Exchange rate: 1972 $1 4.55 SR 
unless otherwise stated. L973 $i 3,73 BR 
1974 $1 = 3.55 SR 
A B Cc D 1 
ITEM AND DATE OF MOST RECENT DATA 1972 1973 1974 % Change 
INCOME AND PRODUCTION 2.3 
Gross Domestic Product 6,809 10,720 29,530 275.0 
GDP (1970 prices) 5.33363 7,495.3 - 
Population (thousands) 4,570 4,890 5,600 
GDP/Capita (nominal) 1,392 2,050 5,273 
Crude Oil Production 2,202 2,773 3,036 
(million BBLs) 
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MONEY AND PRICES 
Money Supply (2/74) 814.3 L,277.0° 1,453.6 
Loans and Advances; 
Commercial Banks (2/74) 400.2 556.0 843.4 
Bank Deposits (12/74) 528.4 801.9 938.3 
Interest Rates (11/74) 6.5-8 6.5-8 6.5-8 
frices The Government is currently in the 
process of improving price indices, 


BALANCE OF PAYMENTS AND TRADE 3 


Exports (FOB) 5,251.8 8,956.8 30,400 | 


Oil Exports 3 5,546.5 9,300.8 29,400 2 


Imports (CIF) L200.) 1,972.9 4,000 
Balance of Trade 3,861.7 6,983.9 25,219 
Investment Income 

Payments abroad 2,047.2 oy oak. 14,000 
Government Expenditures 2 

Abroad 298.8 800.5 1,400 
Balance on Current Account L, 4210.1 2,676.1 12,000 
U.S. Share of Saudi Imports 22% 21% 24% 2 
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Main exports to US (1973): Petroleum products ($400 million). 

Main imports from US (1972) in $ millions: Aircraft & Parts ($15); 
Vehicles & Parts ($57); Power Gen. Machy & Parts ($31); Rice, Wheat 
& Flour ($36); Const. & Mining Machy ($34); Tobacco products ($12); 
Pumps ($20); Electric Power Machy ($10); Heating & Cooling Machy 
($14); Chemicals ($15). 


Growth rates are calculated for Riyal values and will not agree with 
dollar figures given. 

Embassy estimates; in some cases, highly subjective. 

Oil statistics generally are based on Gregorian calendar year while 
other data are based on Hijri year, thus statistics often appear to 
be contradictory. 


Sources: Saudi Arabian Monetary Agency (SAMA); Central Department of 
Statistics, 





SUMMARY 


Fueled by continuing massive inflows of oil money, the 
Saudi Arabian economy is moving into a period of rapid, 
even hectic economic growth, By 1980 the Kingdom's 
international reserves could be as high as $100 billion. 
With these kinds of resources the Government is embarking 
on an ambitious development program. It plans to spend 
some $60 billion during the five-year period beginning 

in 1975, and to spend some $17 billion on industrializa- 
tion, The main effort will be to diversify the economy 
against the time when crude oil will no longer provide 
such a bountiful source of income. Downstream hydro- 
carbon, energy intensive and capital intensive industries 
will receive priority. A major industrial project at 
Jubayl, on the East coast, is at a very advanced planning 
stage and construction will begin in 1975. 


Saudi Arabian demand for imports will be rising at ever 
increasing rates over the next five years. Demand for 
capital goods, construction equipment and machinery will 
be particularly strong. Although the market for civilian 
consumer goods is still below two billion dollars, it is 
growing rapidly, as salaries and wages explode upwards. 
Most all of that is imported. U.S. businessmen probably 
stand to benefit even more from the intense demand for 
Western technology in such areas as design, engineering, 
management and turnkey operations, and manpower training. 
The U.S./Saudi-Joint Economic Commission is preparing to 
offer assistance to U.S. firms interested in doing 
business here. The Kingdom faces serious difficulties in 
terms of manpower shortages and must make every effort to 
expand infrastructure, especially ports and transportation, 
but overall prospects are exceptionally bright. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


No literate observer of the world economic scene can 
remain ignorant of the rapid escalation of oil prices, 

It should come as no surprise that rising oil revenue 
will work tremendous changes in producer nations. By the 
end of the year Saudi international reserves should be 
second only to West Germany, and by 1980 may amount to as 
much as $100 billion according to World Bank estimates. 
With the prospect of unlimited financial resources, the 
Saudi Government has initiated a very ambitious, but 
conceptually sound expansion of its development plans. 


Currently, the Kingdom's development plans call for an 
expenditure of over $17 billion dollars on industrializa- 
tion alone, and a total of some $60 billion between 1975 
and 1980. The prime effort will be to diversify the 
economy, with massive investment in the downstream hydro- 
carbon industries, as well as heavy expenditures in 
industries which are both energy and capital intensive. 

In 1973 manufacturing accounted for only 2 percent of 
gross domestic product, and only 5 percent of non-oil 
gross domestic product. Originally plans called for non- 
oil gross domestic product to rise at an average growth 
rate of 9.5 percent per year to reach $15 billion by 1980. 
Given vastly increased government revenues and foreign 
exchange reserves as stimuli and escalating world-wide 
inflation, these figures will almost certainly prove to be 
very low. 


The only bottlenecks to development are not, however, 
financial. The Kingdom faces a serious problem which many 
developing areas do not have: insufficient manpower, 
Already the Kingdom relies heavily on imported manpower. 
In the estimated 5.6 million population 1 million could 

be foreign workers. Since women may not work in Saudi 
Arabia, and eliminating males under 14 and in the 
military forces, the total work force may be no more than 
1.5 million. If the major projects now planned go into 
effect as scheduled, some experts believe the Kingdom 
would need at least 500,000 additional workers by 1978. 
There will also be intense demand for upgrading the skills 
of all workers, most of whom, like those already in 
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country, are lacking in literacy and largely unskilled. 


Already serious wage escalation and an absolute scarcity 
of skilled labor is visible at every hand and stories of 
bidding for skilled workmen are legion. Equally serious 
is the housing shortage which most seriously affects 
workers of the highly skilled, clerical, and managerial 
levels. The government is currently asking for bids on 
housing system (s) to expedite the building of 100,000 
houses in the next three years, 


How fast the Government can carry out its current plans, 
is also limited by existing infrastructure. Although 
road and port construction are proceeding rapidly, the 
pace must be tripled to meet demands of the combined 
civilian and military programs in the second 5-year plan, 
A surcharge is already in effect for ocean shipments to 
Jidda (where tonnage is up over 50% above 1973) and 
congestion is becoming more and more serious in Dammam, 
Production of fresh water, electricity, more efficient 
customs handling, and a variety of traditional problems 
must now be solved more rapidly than before. 


The Domestic Economy 


Although evidence of almost hectic economic activity in the 
Kingdom is visible in the large streams of incoming 
Western businessmen, vast excess demand for housing, pro- 
lific construction, port congestion, etc., data on the 
actual performance of the domestic economy are only avail- 
able for 1973 and do not yet reflect this activity. 

Nominal gross domestic product rose by 41.5 percent to 
$10.7 billion in 1973, and in 1974 is likely to reach 

$30 billion. Most of this rise is due to increased oil 
production at higher prices, but non-oil private gross 
domestic product did rise in 1973 by a healthy 9.7 percent 
over 1972. Gross capital formation rose by 18 percent 
during the same period. As discussed elsewhere, the 
prospective 5-year development plan promises to call for an 
even more rapid increase in investment expenditures in the 
1975 - 1980 period. Extensive financial assistance, avail- 
able as part of the industrialization effort, will increase 
demand for capital goods in the private sector. 
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The Industrial Development Fund, capitalized at $141 
million, will grant up to 15 year interest-free loans 

on as much as 25 percent of capital (less working capital) 
for new industrial projects or expansion of existing 
plants. The Government is seriously considering raising 
the ceiling of participation in financing by the Fund to 
50 percent. The Real Estate Development Fund, capitalized 
at $70.4 million, will facilitate construction of housing 
for low and middle income families under incredibly 
generous terms. The Saudi Credit Fund will soon be in 
business to grant loans to classified contractors. Other 
semi-public institutions, such as the Seven-nation Arab 
Investment Corporation headquartered in Riyadh, will be 
active inside and outside the Kingdom, funding new 
projects. In addition to other private investment plans 
listed under major projects, the Arabian Oil Company has 
embarked on a major expansion program which could spend 
several billion dollars more by 1978. 


The Government is also taking steps to make sure that the 
increase in national wealth benefits every level of Saudi 
society. This should mean a very strong surge in private 


consumption expenditures over the next five years, Large 
subsidies are now being paid on various imported sub- 
sistence items such as flour, rice, and sugar. Prices of 
gasoline and electricity have been reduced significantly 
to about 13 cents a gallon, among the lowest in the world, 
Customs duties have been reduced to three percent on 
almost all items and totally eliminated for items such as 
food and construction materials. The Saudi riyal has been 
allowed to increase in value some 17 percent since 1972, 


Add to this list the extremely generous terms for financing 
low income housing and rapidly escalating salaries and the 
result is a very real and substantial increase in real 
disposable income at every level. There is, of course, no 
income tax in the Kingdom for Saudi nationals, The money 
supply, a possible proxy for a measure of spending power, 
was rising at an annual rate of 40 percent early in 1974 
and the rate of increase has certainly accelerated since 
that time. Real consumption expenditures are not 
quantified in Saudi data, but we would expect the rate of 
increase in this sector to well exceed the 18-20 percent 
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annual figure which some planning experts have used for 
projections over the next 5 years, (Imports of non-food 
consumer-type goods rose by 33 percent in 1973.) 


The Government has budgeted $13 billion for the 1974/75 
fiscal year, a two-fold increase over the previous fiscal 
year. How fast expenditures can actually be raised 
depends, of course, largely on existing infrastructure, 
In the past few years the Government has been able to 
spend no more than 60 percent of planned expenditures. 
There should be no difficulty in sharply expanding 
current expenditures, especially in the area of increased 
personnel expenditures (salaries) and in spending on 
military hardware. Military salaries have been raised by 
30 to 80 percent. Autonomous agencies-corporations such 
as Petromin and Saudi Arabian Airlines- will also be able 
to expand spending at a rapid rate, 


The Embassy is now anticipating that 1974 imports will be 
double those of 1973. Rising prices and items such as 
freight surcharges will play a part here, but there is no 
doubt that real imports are expanding at extremely rapid 
rates; automobile demand in particular is very high with 
more than 50,000 vehicles imported through Jidda port 
alone in 1974, 


Written throughout Saudi economic policy, both explicitly 
and between the lines, is a firm committment to industri- 
alization via free enterprise and private investment. 
Another "pillar" of economic policy is diversification of 
the economy. The third is willingness to rely on foreign 
investors. A number of incentives have now been set up to 
assist the investor who is also willing to make a reason- 
able equity committment in his investment in the Kingdom: 
- interest free loans; - 5-year tax holiday; - extremely 
cheap land and energy; - concessional purchasing agree- 
ments with Government agencies; - no limits on repatria- 
tion of profits; - subsidized costs (e.g. training costs). 


The combination of these policies and the publicity 
accompanying the energy crisis has resulted in a staggering 
number of project proposals in the private sector. 
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IMPLICATIONS FOR THE UNITED STATES 


The dramatic expansion of the Saudi economy in progress 
represents excellent prospects for U.S. business in Saudi 
Arabia. The United States has traditionally been the 
preferred supplier here, and the requirements of Saudi 
Arabia's ambitious development program put a further 
premium on the capital-intensive, high technology exports 
of U.S. industry. U.S. exports will probably more than 
double to over a billion dollars in 1974, and this is only 
the beginning. 


The Saudi market is rather specialized. Consumer products 
such as automobiles, foodstuffs, audio-visual equipment, 
etc. will certainly continue to increase in demand with 
greater consumer purchasing power. The U.S. will also 
continue to face especially stiff price (and quality) 
competition from European and Asian suppliers, and the 
consumer market is ultimately limited by the small 
population of this country. In absolute as well as 
relative terms, the really big opportunities will be those 
involving infrastructure development and industrial 
projects, and these in turn will depend on the award of 
major turn-key contracts. Thus the ability of the U.S. to 
maintain (and increase) its share of the explosively 
increasing Saudi import market rests in large part on 

the ability of U.S. companies to negotiate joint ventures 
and to capture contracts for civil construction, tele- 
communications, desalination/power generation, and similar 
projects. In addition to consultancy and design work, 
service contracts for such things as operation and 
maintenance of desalination plants, communications 
facilities, hospitals, etc. will also offer major 
opportunities. 


Our inability during the past few years to supply 
adequately the Saudi demand for U.S. products appears to 
be on the mend as U.S. domestic demand falls off. Saudi 
complaints about failure of U.S. companies to deliver 
have virtually ceased, and several prominent importers 
have reported more satisfactory fulfillment of orders. 
The most glaring continued neglect of a major opportunity 
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is the almost total failure of U.S. companies to respond 
to the multi-billion dollar Saudi program for construction 
of dual purpose desalination/power generation plants. 


The role of the U.S.-Saudi Joint Economic Commission 
established last summer is still being defined. While the 
Commission is already contributing to Saudi development 
goals through provision of technical experts, an elabora- 
tion of the over-all role to be played in Saudi development 
by the U.S. Government awaits the first formal meeting of 
the Commission, which is now planned for February of 1975. 
The operations of the Commission may not necessarily 
create direct opportunities for U.S. business, but by 
facilitating the development process will certainly do so 
indirectly. 


Many government tenders - especially the more sophisticated 
ones - are issued only to a small number of firms selected 
from a pre-qualified list based on whatever data is avail- 
able in ministerial files, For companies interested in 
government contracts which do not already have an establish- 
ed presence in Saudi Arabia, it is therefore vital to have 
on record with relevant ministries a summary of company 
background and capabilities. This can be accomplished 
simply by sending such material under cover letter to the 
deputy minister of the appropriate ministry. 


The opportunities in Saudi Arabia today are varied and 
enormous. But they cannot be taken advantage of from afar, 
A resident officer here is the desideratum, Barring that, 
frequent visits from senior home office staff (not 

regional reps!) are the minimum requirement not only for 
keeping abreast of events but for developing the personal 
relationships and rapport which are so vital to doing 
business in Saudi Arabia, 


In sum, Saudi Arabia without a doubt has become one of the 
most rapidly expanding export markets in the world for the 
United States. We enjoy many advantages in this market, 
but competition is and will continue to be stiff. Fully 
benefiting from the opportunities here will require 
responsiveness, hard work, and patience, 
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Major development projects and/or U.S. private investment: 


General Motors in partnership with Saudi business 
interests, will start work soon on a plant to assemble 

7 - 8,000 vehicles (two sedans and several light truck 
models) per year in Jidda; 

Mobil Oil will be active in the Jidda area in a major lube 
oil plant and in transportation of oil and oil products; 
the Whittaker Corporation and Hospital Corporation of 
America recently embarked on multi-million dollar 
projects to administer military hospitals; 

almost 3.5 billion dollars worth of petrochemical 
investments are now planned for the Jubayl area of the 
Eastern Province, Marcona Steel and perhaps seven or 
eight other major firms are planning steel mills, 
refineries and petrochemical complexes; 

pre-feasibility studies on a $3 billion gas gathering and 
liquification system are being prepared by Texas Eastern 
Engineering; 

the Bechtel Corporation has been granted a contract to 
manage development planning in the Eastern Province; 
various water projects - drilling, desalination and 
irrigation now in the works should total over $2 billion; 
enormous construction projects are now scheduled: the 
U.S. Corps of Engineers alone will be handling more than 
$2 billion worth of military, city and naval construction 
for the Saudis; $1 billion plus will be spent on 
education; on hospitals and health, $750 million; 
billions will be spent on port, airport and road 
construction; Jidda and Dammam ports $150 million; 
Jubayl port $375 million; Riyadh and Jidda airports 

$500 million plus; 

a U.S. Government advisor recently estimated the market 
for telecommunications equipment and services at more 
than $1 billion over the next 3 to 5 years. 





Time Was When 


Today, increased energy costs—caused by in- 
creasing demand—boost the price of consumer 
goods, fuel inflation, and hurt our balance of 
payments. 

That’s why conserving energy is a must today, 
especially for you in the business and industry 
community which uses two thirds of our nation’s 
energy. 

Now ... there’s a book to tell you how to do 
it. It’s called EPiC—the Energy Conservation 
Program Guide for Industry and Commerce. Pre- 
pared for you by the Commerce Department's 
National Bureau of Standards in cooperation 
with the Federal Energy Administration. 

EPIC is a comprehensive handbook that can 
help you establish or improve an energy con- 
servation program in your organization. 

Not only industry and commerce but also hos- 
pitals, universities, research institutes, ANY or- 
ganization that uses energy—and has to pay 
the bills—will want a copy of EPIC. 

EPIC outlines in detail the steps in setting up 
an energy conservation program. 

It contains a checklist of more than 200 Energy 
Conservation Opportunities—suggestions to save 
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energy in a dozen different areas. 


EPIC’s actual case histories of energy saving 
actions help you estimate your potential for 
saving energy—and reducing costs. 

And EPIC contains much more—financial analy- 
sis procedures to evaluate projects, sources of 
information on energy conservation, engineering 
data and factors, an energy conservation bib- 
liography. 

Make EPIC part of your plan to control energy 
use and costs. Make EPIC part of your contri- 
bution to using energy resources wisely . . . so 
we can keep America working and growing. 


To order your copy of EPIC, send $2.50 per 
copy (check, money order or Superintendent of 
Documents Coupons) to Super- 
aay commen intendent of Documents, U.S. 
tIUI_V_,;, Government Printing Office, 
Washington, D.C. 20402. 
Ask for NBS Handbook 
115, EPIC, C13.11:115. 
Discount of 25% on 
orders of 100 copies or more. 


Bureau of Standards 
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